Under what scenarios can taxes and
transfers eradicate extreme poverty
and fulfill the demands/needs of the
vulnerable and the emerging middle

class?

Nora Lustig
Tulane University; CGD and IAD



Inequality in 30 Years

* |[nequality and poverty rose in the lost decade
of the 1980s

* Inequality rose and poverty stagnated during
market-oriented reforms of the 1990s

* |[nequality and poverty declined in the 2000s
throughout the region



Inequality in 30 Years

Gini coefficient — Household per capita income
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Inequality in the 1990s

Change in Gini coefficient
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Inequality in the 2000s
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Why did inequality fall in the
2000s?

Demographic factors

Labor markets: Fall in wage gap

* Higher demand for low-skilled workers
* Higher employment

Policy

* Educational upgrading

* Increase in government transfers targeted
to the poor: the CCT “revolution”

* Increase in minimum wages



Fiscal Policy, Inequality and Poverty

Commitment to Equity Project

Commitment to Equity (CEQ) Initiative; Inter-
American Dialogue and Tulane University’s CIPR
and Dept. of Economics.

Currently: 12 countries

6 finished: Argentina (2009), Bolivia (2007),
Brazil (2009), Mexico (2008) Peru (2009) and
Uruguay (2009) (year of HH survey)

6 in progress: Chile, Colombia, Costa Rica, El
Salvador, Guatemala, Paraguay
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Decline in Inequality and Poverty due to Direct Taxes and Transfers

Decline in Inequality (Gint coetticient; in %)
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Decline in Poverty (Headcount Ratio with US$2.50 a day poverty line; in %)
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Figure 4 - Government Spending and Decline in Inequality and Extreme Poverty

Large governments do not necessarily lower inequality by more...
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Income Taxes on the very Rich are Low
Colombia: Effective Income Tax Rates at
the Top
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Excluded (from gov. transfers) Poor

Percent of Poor who are Beneficiaries
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Indirect Taxes are Regressive
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Poor and near poor become net
payers to the state with indirect taxes

Figure 7 — Change in Income by Decile After Cash Transfers and Direct and Indirect Taxes
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Indirect Taxes Impoverish the Poor
Fiscal Mobility Matrix: Brazil

After taxes and transfers groups
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Before taxes and transfers groups

Average Proportional Losses: Brazil

After taxes and transfers groups
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Fiscal Mobility Matrix: Neutral Tax

After taxes and transfers groups
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Figure 9 — Distribution of Market Income and Distribution of Public Spending on
Education and Health (by decile)
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Figure 9 (continued)
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Challenges

Global slowdown => commodity boom fizzles,
fiscal space vanishes

Generating sustainable revenues and
regressiveness of indirect taxes

Taxing the rich

Safety nets for the excluded poor

Safety ropes for the poor and the vulnerable
Social protection for rising food prices



Potential Questions

Costing closing the income poverty and
human capital gaps of the poor and the
vulnerable

Costing compensating the poor and
vulnerable for downward movement due to
indirect taxes

Costing “Opportunities for All” (WB project)

Redistribution, higher public spending,
economic growth?



